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UNCLAS NEW DELHI 18288 

E.O. 11652: N/A 
TAGS: ETRD IN HN 

SUBJECT: INDIA AND HUNGARY SWITCH TO HARD CURRENCY TRADE 

REF: NEW DELHI A-219 OF NOVEMBER 23 

1 . ON DECEMBER 15 THE HUNGARIAN MINISTER OF FOREIGN TRADE, 

JOZSEF BIRO, SIGNED A NEW THREE- YEAR AGREEMENT WHICH CALLS 
FOR THE ABANDONMENT OF THE RUPEE CLEARING ACCOUNT SYSTEM FOR 
TRADE BETWEEN THE TWO COUNTRIES. UNDER THE AGREEMENT WHICH 
ENTERS INTO EFFECT ON JANUARY 1, 1978, EXPORTS FROM EITHER 
COUNTRY WILL BE PAID FOR IN HARD CURRENCY. 

2. BECAUSE OF PAST AID AND TRADE PRACTICES, A SEPARATE AGREE- 
MENT PROVIDES THAT (1) RUPEE CREDITS WHICH INDIA HAS ACCUMU- 
LATED THROUGH RECENT TRADE SURPLUSES WILL SIMPLY BE DRAWN 
DOWN BY EXPORTS FROM HUNGARY; (2) REPAYMENTS OF INTEREST 
AND PRINCIPAL ON OUTSTANDING AID CREDITS WILL CONTINUE TO 
BE MADE IN NON-CONVERTIBLE INDIAN RUPEES; AND (3) ALL 
CONTRACTS CONCLUDED UNTIL THE END OF 1977 WILL CONTINUE TO BE 
IMPLEMENTED IN INDIAN RUPEES. ACCORDING TO THE PRESS, INDIA'S 
CURRENT DEBT TO HUNGARY IS RS. 300 MILLION (DOLS35 MILLION 
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AT RS. 8.60 EQUALS DOLS1.) AND WILL BE REPAID BY 1988. 

3. BIRO TOLD THE PRESS THAT THE SWITCH TO HARD CURRENCY 
PAYMENTS WOULD ACCELERATE THE TEMPO OF TRADE AND ECONOMIC 
COOPERATION BY INCREASING COMPETITION AND ELIMINATING 
BUREAUCRATIC HURDLES. HE ALSO ANNOUNCED THAT HIS DELEGATION 
HAD SUBMITTED TO THE GOI A PROPOSAL FOR JOINT COLLABORATION 
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IN THE MANUFACTURE OF 200-SEAT BUSES AND COACHES. THE TWO 
SIDES ALSO REPORTEDLY DISCUSSED COOPERATION IN POWER GENERATION 
AND STAINLESS STEEL, AS SUGGESTED BY THE INDIANS; AND 
SHOE MANUFACTURE, TEXTILES, AND TRANSPORT EQUIPMENT, AS 
MENTIONED BY THE HUNGARIANS. 

4. THE AGREEMENT PROVIDES FOR AUTOMATIC ANNUAL EXTENSIONS 
UNLESS EITHER PARTY GIES 90-DAY ADVANCE NOTICE. 

5. COMMENT: IN THE LAST FEW YEARS, TRADE BETWEEN INDIA AND 
HUNGARY HAS BEEN ABOUT HALF OF THE ANNUAL TRADE PLAN TARGETS. 

ON A TOTAL TURNOVER OF AROUND DOLS41 MILLION IN 1977, COMPARED 
TO A PLAN PROVISION OF DOLS83 MILLION, INDIA IS EXPECTED TO 

HAVE A POSITIVE TRADE BALANCE OF DOLS12 MILLION. THE REASON 
FOR THESE SHORTFALLS IS NOT CLEAR, BUT IT APPEARS THAT HUNGARY 
HAS BEEN UNWILLING TO MEET EXPORT TARGETS. THE HUNGARIAN 
GOVERNMENT HAS SOUGHT THE END OF RUPEE TRADE FOR SOME YEARS AND 
MAY ITSELF NOW SHIFT TO OTHER SUPPLIERS. IF THE PATTERN 
FOLLOWS THAT OF INDO- YUGOSLAV TRADE AFTER THE ADOPTION 
OF HARD CURRENCY TRADING IN 1973, TRADE LEVELS WILL FALL 
AT FIRST BUT THEN RETURN TO STRONGER LEVELS AS THE 
TRADING PARTIES ADJUST TO THE NEW ENVIRONMENT. 
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